


General Business Conditions 


HE new year has begun auspiciously, 
not only because production and trade 
are high and order books well-filled, 
but also because understanding of pres- 
ent dangers in the economic situation 
"seems to be spreading and precautions against 
‘them are being taken to a gratifying extent. 
Merchants are reducing commitments and mov- 
"ing to get inventories in shape, and the caution 
‘extends to industrial buying also. Meanwhile 
| the likelihood of major strikes in the months just 
ahead is diminishing. 
_ Some business men in public statements have 
taken the view that warnings of possible reces- 
‘sion are “defeatist” and do harm because the 
‘country will be “talked into depression.” Evi- 
‘dently they think that what happens in business 
‘is mostly a matter of how people feel about the 
‘future, and that if people will continuously re- 
"assure each other they will keep on spending, 
borrowing and making commitments and all 
will be well. 





CONTENTS 
PAGE 


General Business Conditions ....... 13 
Benefits of Restraint * The Ford Price 
Cut * Other Constructive Developments 


The $37.5 Billion Budget . oar 
A Budget Out of Control? * Where the 
Money Goes * Costs of National Defense 
¢ Veterans’ Benefits + International 
Finance * Other Expenses Mount * A 
Record of Extravagance * A Crucial 
Decision 


State Government Fimances . .. «> 
Inaugural Messages * Soldiers’ Bonus 
Proposals 








Monthly Letter on 


Eeonomic Conditions 
Government Finance 





New York, February, 1947 


Everyone knows, however, that inflationary 
booms eventually come to an end. Usually it is 
an excess of optimism and disregard of warnings 
which carries them to extremes. Warnings were 
offered in 1919, again in 1928 and 1929, and 
again in 1937 — warnings not only in estimates 
of the situation by experienced business leaders, © 
economists, and government agencies, but in the 
action of various markets, including the money 
markets. The same objection that the country 
was being talked into depression was heard, and 
in 1920 and 1929 the monetary authorities par- 
ticularly were accused of trying to stifle busi- 
ness. Everyone knows now that the warnings 
should have been heeded more widely, and pos- 
sibly the individuals who decried them were the 


ones who experienced the worst losses. 


Benefits of Restraint 


The present boom could be carried still fur- 
ther by a concerted closing of eyes to its dangers. 
But by the same token speculative buying ulti- 
mately would be overdone, inventories — includ- 
ing those of consumers —overexpanded, debt 
overextended, and costs and prices forced still 
higher. When the turn finally came people would 
have too many goods and too many commit- 
ments at unsupportable prices, losses would be 
heavy and the resulting correction in production, 
employment and trade would be severe. 


Conversely, if restraint and caution are exer- 
cised before things get too far out of hand the 
reaction will be less damaging. The Council of 
Economic Advisors in its first report published 
in December said that “in spite of certain con- 
ditions that might make a dip in 1947, we be- 
lieve that courageous and sensible action . . . can 
at least hold such a recession to moderate propor- 
tions if not avert it.” The foundation for “cour- 
ageous and sensible action” is analysis of the 
dangers and weaknesses, and understanding of 
the nature of the corrections needed. 
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In fact, if all written or spoken forecasts were 
suppressed business would still have warnings 
before it. They have been uttered by various 
markets, including the stock market last Summer 
and luxury goods and services and a good many 
foods and farm products more recently. These 
market warnings point to the danger of excessive 
commitments at inflated prices, and to the in- 
stability of demand when it is swollen by exces- 
sive speculation or inventory accumulation. 
Above all they indicate that another upward 
turn of the cost-price spiral should be avoided. 
They make it clear that there is such a thing as 
pricing goods out of the market, which is an- 
other way of saying that some prices and some 
costs are too high, in relation to other prices and 
to the purchasing power of people who want to 
buy the product. 

The economic situation is strong in many re- 
spects. It is strong financially, it is strong in the 
conjunction of urgent needs at home and abroad 
with an unprecedented volume of money and 
liquid assets, and it is strong in that enterprise 
is vigorous and investment expanding. Existence 
of these and other supporting factors affords 
time to get inventories and commitments in or- 
der, realign prices, increase the efficiency of pro- 
duction and reduce costs. If this time is used to 


advantage the predicted recession, as the Coun- 
cil of Economic Advisors states, can be mod- 
erated and perhaps averted. If warnings of dan- 
ger have this effect they should be welcomed. 


The Ford Price Cut 

From that viewpoint the action of the Ford 
Motor Co. announced January 15, reducing prices 
of its automobiles, is in every respect an act of 
foresight and economic statesmanship. Every- 
one knows that a sellers’ market exists in auto- 
mobiles, with new cars offered for resale still 
commanding a premium over manufacturers’ 
prices, and Mr. Henry Ford, 2nd, in announcing 
the cut said that more than one million cus- 
tomers were waiting for delivery at present 
prices. Moreover, the company in 1946 had made 
a profit only during the fourth quarter. 

However, Mr. Ford saw economic stability 
threatened and felt that leadership was called 
for. His public statement said: 

This is our “down payment” toward a continued high 
level of production and employment in the months ahead. 
We believe that the “shock treatment” of prompt action 
is needed to halt the insane spiral of mounting costs and 
rising prices and to restore a sound base for the hopeful 
period of postwar production we are now entering. . . 

The un-American spiral of mounting costs and rising 
prices has hurt everybody—some groups more than others. 
Many have not benefited from postwar wage increases, 
but they have had to share the burden of resulting higher 


prices. Already millions of American families are unable 
to buy the things which, in normal times, make up their 
standard of living. 


In the short view, we can see inflation. In the long 
view, there is danger of depression . . . 

We have decided that now is the time for us to make 
an investment in the future . .. We hope that our sup- 
ag our employes and our other economic partners will 

ck, each to his own ability, our attempt to return to 
the economic pattern which has helped to make America 
great—the principle that higher wages and a higher stand- 
ard of living for all depend upon lower costs and lower 
prices through increasingly efficient large-scale produc- 
tion. 

Mr. Ford did not refer directly to the new 
wage demands, including that of the United 
Automobile Workers’ union for a 23%4c increase, 
which are based on the argument that the real 
purchasing power of consumers has been dimin- 
ished by price rises. But he made in the only 
way open to him a contribution toward increas- 
ing consumers’ real purchasing power. Thereby 
he would help diminish pressure for wage in- 
creases, which would start another revolution 
of the inflation spiral. Through the price cut a 
million purchasers of cars will benefit, a number 
many times greater than that of the U.A.W. 
employes ir. the Ford plants. This is a concrete 
illustration of the greater dissemination and more 
widespread benefits of price reductions for the 
many, as contrasted with wage increases for 
the few. 

Many of the Ford Company’s suppliers have 
joined Mr. Ford’s effort by reducing prices of 
the things they sell to him. In the consumers’ 
goods industries there are a good many cases, 
less conspicuous than the Ford move but sub- 
stantial in the aggregate, where prices have been 
held unchanged against iacreased costs, or re- 
duced where costs permitted. Markdown sales 
at retail are fairly common, and retailers are 
telling manufacturers that they must get prices 
down or quality up, or both. Manufacturers have 
to contend with high and inflexible wage costs, 
and adjustment to competitive prices may not 
be painless, but in the long run competition 
must govern. 

Mr. Ford says that he intends to operate in the 
black, and that “we hope we will not be forced 
to raise prices again to compensate for cost in- 
creases.” He is not proposing, therefore, that 
business give up profits or forego replenishment 
of depleted reserves. Rather he asks for coopera- 
tive effort by everyone to get prices down, each 
to the extent of his ability. In view of the pres- 
tige and leadership of the Ford Company it is 
safe to say that, through force of this example, 
industrial price reductions will be earlier and 
broader than otherwise would occur. 





Labor is also gaining purchasing power 
through declines in the food component of the 
cost of living. Food prices in general have moved 
downward during January for the second con- 
secutive month. The price of butter again made 
the headlines, another sharp drop bringing it 
down close to the old OPA ceiling price plus the 
subsidy. Other reductions occurred in livestock, 
meat, and poultry. Grain prices stiffened on an 
announcement that the export goals for the last 
half of the season had been stepped up, but dis- 
tant deliveries in the future markets, still under 
the influence of the favorable wheat crop out- 
look, are at substantial discounts under the spot 
markets. Without exception, the futures markets 
point to lower food prices after the next harvest. 

With food prices taking this course, and the 
Ford and other examples in the industries, the 
argument that labor should make its next gains 
in living standards by waiting for prices to come 
down and taxes to be reduced, rather than forc- 
ing wage increases which would hold prices up 
or cause further rises, has been strengthened im- 
mensely. The one thing that will prevent prices 
from coming down is an increase in wage costs. 


Other Constructive Developments 


Another constructive development of January 
is the evidence that the labor unions are not pre- 
senting this year’s wage demands in the same 
truculent take-it-or-leave-it attitude that they 
adopted a year ago. In a number of cases, includ- 
ing the U. S. Steel Corporation and the Chrysler 
Corporation, the unions have extended present 
contracts in order to leave ample time for nego- 
tiations. What the situation may be when the 
extension runs out is of course uncertain, but the 
gain in time and the evidence of a give-and-take 
attitude are both helpful. 


Additional time may bring persuasive indica- 
tions that the cost of living is passing over its 
peak and that labor can put trust in the prospect 
for reductions. It may also persuade union lead- 
ers that the ability of employers to pass on in- 
creased costs in sellers’ markets cannot be counted 
on indefinitely, and that by pushing exorbitant 
demands they would risk unemployment. This 
also would affect bargaining attitudes. The 
union leaders know that major strikes this year 
would alienate public opinion and make more 
likely passage of legislation drastically curtailing 
their powers. This is in marked contrast to last 
year, when labor’s most extreme wage demands 
were actively supported by the Government. 

In the business news the tendency of buyers 
to shorten commitments is conspicuous. The 
National Association of Purchasing Agents re- 
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ports that whereas in December most buyers 
were committing themselves three to six months 
ahead, in January 72 per cent of those reporting 
were buying only for three months or less. This 
reflects determination to get inventories and com- 
mitments in order. Retail commitments have 
been cut substantially. Progress in reducing in- 
ventories has been slower because receipts of 
goods have been heavy, and the drop in depart- 
ment store stocks during December in percentage 
was not as great as in previous years. Shortening 
of commitments, however, is the prelude to get- 
ting inventories in order. 

Adjustments of this kind will tend to sustain 
and prolong the period of high production and 
employment. The need is to have the situation 
in order against the time when deferred de- 
mands are more nearly satisfied, and when in- 
flationary influences lose their momentum. The 
governing factor in business then will be the 
extent to which the change has been prepared 
for, and the extent to which prices have been 
brought into line with each other and with ca- 


pacity to pay. 


The $37.5 Billion Budget 


The revelation in the President's budget mes- 
sage transmitted to Congress last month of a 
federal budget precariously balanced at the 
enormous total of $37.5 billion for the fiscal year 
1948, beginning next July, has come as a shock 
and heavy disappointment. Whereas the country 
had counted on sharp curtailment in government 
spending to give leeway both for a start on debt 
retirement out of surplus revenues and for some 
relief from the crushing weight of taxes, it now 
sees these hopes going out the window unless 
Congress takes a hand with drastic and deter- 
mined action to pare down the still immensely 
swollen government costs. 

With revenues estimated at $37.7 billion, there 
is a bare $200 million of surplus indicated in the 
President's figures. This is hardly any surplus 
at all, considering the hazards of budget making 
and the huge totals of both income and outgo. 

In order to bolster this minute margin “in the 
black,” the President asks Congress to continue 
through fiscal 1948 the wartime excise tax rates 
which under present law would expire July 1, 
1947, and to raise postal rates sufficiently to 
wipe out the postal deficit. Such action, he cal- 
culates, would raise the budget surplus to $1.8 
billion. “There is,” he declares, “no justification 
now for tax reduction.” 

This is indeed a depressing picture. Although 
the war will have been over nearly two years 


by July 1 next, the $37.5 billion budget means, 








_ 
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as shown by the accompanying long-term table, 
that the Government is planning to spend in that 
year alone more than was spent over the whole 
period of World War I. It means spending more 
than four times as much as in the biggest spend- 
ing years of the ’80s when relief and pump- 
priming outlays and the general philosophy of 
pouring out government money had already 
lifted the budget beyond anything previously 
dreamed of for a peacetime year. 


United States Government Budget Receipts and Expenditures 
1914-1948 
(In Millions of Dollars) 


Total — itures———_, 
Net National All Net 
Defense Other Total 
$ 268 $ 472 $ 785 
268 493 761 
286 448 734 


1,452 526 1,978 
10,838 1,859 12,697 
14,444 4,071 18,515 

2,718 8,685 6,403 

1,767 8,349 5,116 

888 2,485 3,373 

675 2,620 
2,446 

626 2,487 
2,499 
2,360 
2,460 
2,601 
2,719 
3,004 
8,871 


Net Sur- 
plus or 
Deficit 


+ 


1,784 
2,895 
8,210 
4,550 
8,148 
1,334 
3,862 
3,910 


PEELE ELLE bEEE+ ++ Het 


1,497 


6,370 
26,843 
70,031 
83,724 
84,526 
45,012 


— 6,158 
—21,491 
—57,420 
—51,424 
—53,941 
—20,676 


14,726 
11,256 


— 2,293 
26,272 + 202 
United States Government Public Debt. 1914-1948 
(In Millions of Dollars) 
June 30 Total June 30 Total 


$37,165 


20,516 


Source: Compiled from President’s Budget Messages and Annual 
Reports of the Secretary of the Treasury. Expenditures exclude 
net appropriations to old-age insurance trust funds, while corre- 
sponding social security taxes are excluded from net receipts. 
Expenditures exclude sinking fund for debt retirement, but include 
government corporation net expenditures beginning with 1939. 
National defense total excludes expenditures charged to War De- 
partment for rivers and harbors, and flood control; also for Panama 
Canal; but includes loans to foreign governments in 1917-21 and 
lease-lend in 1941-48. Budget estimate. {Revised budget esti- 
mate. 


The following table gives original and revised 
budget estimates for this fiscal year, together 
with the estimates for fiscal ’48 both before and 
after allowance for the President’s recommended 
retention of wartime excise taxes and increase 
in postal rates. 

Comparison of U. S. Government Budget Totals for 
. Fiscal Years 1947 and 1948 


(In Millions of Dollars) 
1947 Budget 1948 Budget 
Jan.’46 Jan.’47 Jan.’47 Recom- 
Est. Est. Est. mended® 
$35,860 $42,528 $37,528 $37,100 
$1,518 40,230 37,7380 38,900 
—4,347 —2,293 +202 +1,800 


Total expenditures ........ 
Net receipts ............c 
Surplus or deficit 


*Allowing for maintenance of wartime excise rates and elimina- 
tion of postal deficiency by higher rates. 

As this table shows, the $37.5 billion of expen- 
ditures budgeted for fiscal ’48 is $5 billion less 
than is now figured for fiscal ’47. But the new 
estimate for this year represents a stepping up of 
$6.7 billion over the original estimate made in 
January a year ago. 

But for the fortunate fact that indicated 
revenues were boosted an unexpected $8.7 bil- 
lion by the high levei of business and expansion 
of national income, we would be facing a Treas- 
ury deficit this year of anywhere up to $11 bil- 
lion, instead of the $2.3 billion deficit now re- 
garded as probable. 


A Budget Out of Control? 


Because of this continued high rate of spend- 
ing, the Government finds itself in the unhappy 
position of scarcely being able to balance the 
budget, despite a tax structure practically at the 
wartime high (except for elimination of the cor- 
porate excess profits tax) and boom conditions 
in industry, trade, and employment. If we can- 
not, under these favorable conditions, generate 
enough of a Treasury surplus to pay cff debt and 
reduce taxes, when can we hope to do so? 

There are certain substantial expenditures, 
theoretically terminable after a transition period, 
still included in the budget, notably in con- 
nection with foreign relief and reconstruction, 
occupation costs, and veterans’ demobilization. 
But to count upon much net saving in overall 
costs from such sources would be leaning on a 
slender reed. It had been generally supposed 
that non-recurring items in the budget this year 
would permit more important reductions in the 
1948 budget, but part of these expected savings 
is offset by increases for existing programs and 
outlays for new projects. 

What all this adds up to is that we have a 
budget that is out of hand. Unless Congress, 
with the backing of the public, can reestablish 
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control over expenditures and get us on the 
sound road of paying off debt and lightening the 
tax load now bearing down upon the incentive 
for work and production, we are heading for seri- 
ous trouble. It is gravely doubted that the coun- 
try can resume the dynamic growth and pros- 
perity of the past under the weight of taxes 
required by $37 billion of government spending 
annually. There is no surer way to kill enter- 
prise than by taking the heart out of people with 
taxes. The problem is to arouse the people to 
the danger, that they may demand and support 
action by Congress in doing something about it. 


Where the Money Goes 


In the following table we give the breakdown 
of the proposed $37.5 billion of expenditures for 
fiscal ’48, according to the new functional classi- 
fication used in the budget, together with com- 
parative figures for 1939. Figures include net 
expenditures of wholly-owned government cor- 
porations. 


Budget Expenditures by Major Programs 
(In Millions of Dollars) 
1939 


EES y a Sma TE ae pT for ed 


Interest on the public debt 
International affairs and fi 
Refunds of tax receipts...................:s000 
Social welfare, health and security........ 
Transportation and communication... 
General government .. ...............::::0:000 
Agriculture and agricultural resources 
I aa gioco csc padsnn-sevsstecteonsenes 
Housing and community facilities................00+ 
Finance, commerce and industry............ 





2. 





Total expenditures ................ccccccsccsesesssses $9,027 
tExcess of credits, deduct. 

It will be seen that five items alone — national 
defense, veterans’ services and benefits, interest 
on the public debt, international affairs and 
finance, and tax refunds — come to $29.2 billion, 
or almost four-fifths of the total budget. 

In these items we see the major reflection of 
the cost of the war and its aftermath of debt, 
greatly expanded military establishment, vet- 
erans’ demobilization costs, benefits, and pen- 
sions, and cost of our participation in foreign 
relief and reconstruction. That expenditures un- 
der these classifications should show a large 
increase over prewar is unavoidable; but whether 


$37,528 


all of these huge disbursements are necessary - 


and warranted is a matter that calls for careful 
investigation. 
Interest on the national debt and statutory tax 
refunds are contractual obligations that must, of 
course, be met. All other groups of expendi- 
tures listed in the table are, however, in a dif- 


ferent category so far as possibilities of change 
are concerned. To approve these expenditures 
in principle is not to imply unquestioning accept- 
ance of everything proposed under these head- 
ings. In the search for savings, the only way is to 
reexamine the whole mass of these appropria- 
tions and commitments without excluding any. 
If we start out by excluding national defense, 
veterans, international obligations, and others 
we shall get nowhere. 


Costs of National Defense 


The $11.2 billion for national defense is the 
largest item and certain to come under close 
scrutiny by Congress. This provides for an aver- 
are military strength of 1,641,000 men and of- 
ficers, including an Army of 1,070,000 and Navy 
and Marine Corps averaging 571,000. 


Of the total expenditures by the War and 
Navy Departments, $5.2 billion, or 45 per cent, 
is for pay, subsistence, travel, welfare, training, 
clothing, and medical expenditures. This leaves 
$6.0 billion for all other purposes, including pro- 
curement, research and development, construc- 
tion, operation and maintenance, and citizen re- 
serve activities. The budget does not include 
estimates for the universal training program 
which is now under consideration. 

Just how much scope remains for savings in 
this vast and complicated area of the budget is 
a question for thorough examination. Certainly 
it cannot be said too emphatically that there 
ought to be no “economy” that imperils the na- 
tional security or hampers the efficient carrying 
out by the armed forces of the jobs they have 
to do. As the President said, we have large 
responsibilities arising out of the war, and the 
cost of military occupation in Europe and the 
Far East comes high. Slow progress in making 
the peace treaties has retarded the decline in 
these costs. A clearing of the international po- 
litical skies would open the way to substantial 
cuts in occupation costs; until then we cannot 
afford to take chances by premature weakening 
of our forces abroad. 

But, allowing for all this, there is still a ques- 
tion as to whether all avenues of savings have 
been fully explored. The President calls atten- 
tion to his recommendation for a single depart- 
ment of national defense as an “important step 
in the search for economy and efficiency in or- 
ganization and administration of the armed ser- 
vices.” The recently announced agreement by 
the Army and Navy on a “unification” plan car- 
ries this program a step further, but economies, 
if any, are a long, rather than a short, range 
hope. 
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More immediately, the task is to make sure 
that these departments are being administered 
with maximum efficiency, with every effort to 
avoid waste of manpower and materials. It is 
startling, for example, to find that as late as No- 
vember the War and Navy Departments were 
still employing more than a million civilians. 
The task of shrinking down a big organization 
is always difficult, and bureaucratic inertia is as 
likely to be present in these branches of the 
Government as in any other. An impression 
prevails among many business men having con- 
tacts with Army and Navy purchasing divisions 
that some orders are being placed beyond actual 
needs and for munitions likely to be obsolete 
before they are completed. 


A basic question in connection with these 
huge expenditures is the extent to which the ser- 
vices are adjusting their programs to the lessons 
of modern warfare and the progress of scientific 
discovery. On this point it is significant that the 
Army and Navy budget for fiscal “48 contains 
projected expenditures of $530 million for “re- 
search and development”, in addition to $443 
million for the atomic energy program carried 
under “Natural Resources.” The combined total 
— $973 million — highlights the problem of dis- 
crimination to avoid pouring out money on meth- 
ods and mechanisms which scientific develop- 
ments and changed methods of warfare have 
rendered obsolete. 


Even in the matter of research, experience 
has shown that it cannot be purchased by the 
yard or pound. Research calls for the highest 
competence, and skilled manpower is the limit- 
ing factor. Expenditures beyond this point are 
wasteful. 

Veterans’ Benefits 

The second largest item in the $37.5 billion 
budget is the $7.3 billion to be spent for veterans’ 
pensions and benefits. Most of the benefits will 
be provided under the Servicemen’s Readjust- 
ment Act (so-called GI bill of rights), covering 
education and training benefits, unemployment 
and self-employment allowances, and loan gua- 
rantees. What this means in terms of dollars and 
cents for fiscal ’48 is indicated by the following 


table. 
Veterans’ Services and Benefits 


(In Millions of Dollars) 


Readjustment benefits 


Pensions 











Insurance oe 
Hospitals, other services and administrative costs: 
Construction 





Current expenses 
Total 








The budget reports “the most extensive hos- 
pital and domiciliary construction program in 
the history of this nation,” the total facilities 
now authorized and recommended aggregating 
$1 billion, less than half, however, to be com- 
pleted by the end of the coming fiscal year. 

In explaining these heavy expenditures, the 
budget gives figures that ought to be more 
widely circulated and understood on the cost 
of various programs. Thus, in fiscal ’48 possibly 
2.1 million veterans are expected to participate 
in education and training benefits under the 
G. I. bill alone at a cost to the Treasury of over 
$2.3 billion. At the present time, the number of 
trainees receiving on-the-job training benefits 
has risen to over 600,000. Amendments liberaliz- 
ing the loan guarantee program have brought a 
sharp increase in the number of loans guaranteed 
and in the average size of the guarantee. During 
fiscal ’47 new guarantees (chiefly for home pur- 
chases) are expected to be made for 750,000 vet- 
erans, and in fiscal "48 for possibly 1 million 
veterans. 

Particularly noteworthy are the continuing 
heavy expenditures for veterans’ unemployment 
compensation at a time of high level business 
activity and widespread labor shortages. Thus, 
in the current fiscal year almost 1.1 million vet- 
erans, on the average, are drawing unemploy- 
ment allowances and more than 200,000 are 
receiving self-employment allowances at a time 
when, as the budget message points out, total 
unemployment in the United States is less than 
2.5 million. The President states that a tight- 
ened administration and a more positive job 
placement program have contributed to a reduc- 
tion in the numbers on the allowance rolls, but 
he still anticipates for fiscal ’48 that some 900,000 
veterans on the average will be on the rolls at 
a cost of nearly $1 billion. 

Pensions and compensation to disabled vet- 
erans and dependents will run to $2.5 billion in 
1948. The last session of Congress increased 
pension rates, and the number on the pension 
rolls is estimated to rise for many years. 

In all these veterans’ benefits, the problem 
is to see that the deserving veteran gets the help 
he needs and that the benefits do not serve as 
an inducement to unwise financial commitments 
on the part of the veteran or as an invitation to 
idleness or other abuse. As the President says in 
his budget message — 

Since the main se of our veterans’ pro is to 
re-establish eo aac in civilian li es must 
carefully avoid types of assistance which would encour- 
age, or unnecessarily prolong, dependence upon govern- 
ment subsidy. Any other policy would not only put an 
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intolerable burden upon the er, but would be a 
great disservice to a n= Bon 

Unfortunately, too many veterans are taking 
advantage of the Government's generosity. This 
is evident both in. the way the unemployment 
program has been working and in reports of 
fraud in the training program. Padding of pen- 
sion rolls is an old racket which grows more 
flourishing as the number of potential claimants 
increases. In all communities instances of abuse 
of veterans’ privileges are matters of common 
knowledge, and General Bradley, Administrator 
of Veterans Affairs, has referred publicly to the 
minority of veterans who have been content to 
sit back and let the Government look after them. 

A question Congress might find worth looking 
into is to what extent veterans’ non-service dis- 
abilities are contributing to the over-crowding 
of veterans’ hospitals, with consequent disad- 
vantage to service-connected disability cases, 
increased maintenance expense, and need for 
new and costly construction. Out of 109,000 
cases in veterans’ hospitals and homes on Oct. 
31, 1946, more than two-thirds were non-service 
connected. While veterans who can pay for 
medical attention on non-service connected cases 
are not supposed to be included, the check-up 
is said to be lax. These cases will probably 
mount in number, and operating costs will go 
up further, as time goes on and as more facili- 
ties are made available. 


Correction of abuses is partly a matter of ad- 
ministration all down the line, but may be partly 
a matter of legislation as well. In any event 
enough has come out to show that corrections 
are needed, and with the expenditures so huge 
the time has long passed when anything can be 
considered sacred merely because it is labelled 
“veterans.” While action may require political 
courage, measures to eliminate abuses should 
have the approval of the great majority of vet- 
erans. With their number approaching 20 mil- 
lion, they will before long constitute a large seg- 
ment of the taxpaying public and already they 
have a big stake as taxpayers in seeing that funds 
for the benefit of former servicemen and service- 
women are not used improvidently. 


International Finance 


International affairs and finance, at $3.5 bil- 
lion, looms as the fourth largest expenditure 
grouping in the ‘48 budget, representing a still 
heavy, though diminishing, contribution to for- 
eign relief and reconstruction. 

Further drafts of $1.2 billion under the British 
credit, $730 million of already authorized funds 
for the Export-Import Bank, and $645 million 
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for relief in foreign areas occupied by U. S. 
troops represent the principal items. ‘Lhere is 
$305 million for wind-up of UNRRA, and $326 
million to cover additional relief in a few coun- 
tries still in desperate need for which the Presi- 
dent expects to ask authority of Congress. 

While the United States doubtless will con- 
tinue to respond to special emergency situations 
in friendly countries, the period of large relief 
grants and reconstruction loans out of govern- 
ment funds should, in general, be drawing to a 
close. With the establishment of the Interna- 
tional Bank and the International egg na 
Fund, requests for credits not suitable for hand- 
ling through private channels should be taken 
care of by these institutions or through the 
facilities of the Export-Import Bank. This is in 
accord with the statement of principles laid 
down last Spring by the National Advisory 
Council on International Monetary and Finan- 
cial Problems, established under the Bretton 
Woods Agreements Act. 

We have said before, and we say again, that 
the whole Bretton Woods mechanism was set up 
on too extravagant and complicated a basis. The 
two institutions of the Bank and the Fund should 
have been combined into a single and simpler 
organization, with much less money involved 
both in the original subscription from the Treas- 
ury and in overhead. 


Other Expenses Mount 


Apart from the five major items — defense, 
veterans, interest, international finance, and tax 
refunds — the 1948 budget proposes expenditures 
of $8.3 billion for all other government activi- 
ties and programs. While this may seem a small 
figure compared with the $29.2 billion for the 
five leading classifications, it is on a par with 
average expenditures for all purposes in the six 
years of liberal spending prior to the war. 

Commenting upon the rise in the cost of peace- 
time services compared with prewar, the Presi- 
dent says: 

Prewar figures can no longer be used as a yardstick. 
Although government wages have not been raised so 
much as private — the cost of supplies has risen in 
line with the cost of goods in private markets. Further, 
the population to be served has grown since 1939 by 
10 million people, adding proportionately to the demand 
for many public services. Many normal maintenance 
items had to be postponed on account of the war, and 
cannot be further neglected. Normal services which 
were cut down during the war have to be restored. 


While there is, of course, a great deal in what 
the President says, this can hardly be taken as 
adequate explanation of the mounting trend of 
expenditures under almost every heading. A 





glance back to the table on “Budget Expendi- 
tures by Major Programs” shows increases rang- 
ing from 100 to more than 900 per cent in most 
of the so-called nonwar classifications. Only 
“social welfare, health and security” and “agri- 
culture and agricultural resources” lag behind. 

In the case of the former, the decline of 59 
per cent is accounted for wholly by a drop in 
work relief and direct relief expenditures from 
over $3 billion in 1939 to practically zero in 1948. 
But for this decline, brought about by the war- 
induced boom and practical elimination of un- 
employment other than that financed by veteran 
and civilian unemployment compensation, ex- 
penditures under this. heading would be approxi- 
mately double those of 1939. 

As for “agriculture and agricultural resources”, 
it should be pointed out that the total of $1.4 
billion for fiscal ’48 includes an estimated expen- 
diture of $330 million for support of agricultural 
prices under the “parity price” support program 
to which the Government is committed for at 
least two years after the official termination of 
the war. As the President says, larger outlays 
will be required should the markets weaken ser- 
iously; and, in the opinion of many agricultural 
experts, the prospect of large agricultural yields 
means that price support operations are likely to 
cost much more than has been allowed for in 
the budget. 


A Record of Extravagance 


In short, what the whole budget situation re- 
veals is the discouraging outcome of fifteen years 
of spendthrift legislation by Congress, directed 
and urged on by the Administration. It is a good 
illustration of what happens when money comes 
easy, and people go on the Micawber philosophy 
that it is always possible to put off balancing the 
budget until tomorrow. 

In justice to the President, it should be said 
that the budget gives many evidences of a sincere 
effort to keep expenditures down. The pressures 
from all quarters to spend more money are ter- 
rific. Moreover, the President, in seeking to re- 
duce costs, is hampered by all sorts of legislative 
commitments which limit his discretion. To get 
expenditures down enough to provide real relief 
to the taxpayer many of these will have to be 
repealed, shaved down, or allowed to expire. 

The President calls attention to various prior- 
ity and eneory provisions which have slowed 
up the disposal of surplus government property. 


He recommends gradual reduction of soil con- 
servation payments to farmers, estimated at $311 
million for fiscal °48, pointing out that 60 per 
cent of such payments go to about one-eighth 


of the nation’s farmers who, he asserts, because 
of their strong position in American agriculture 
would undoubtedly continue the best farm man- 
agement practices anyhow. He suggests exami- 
nation of the possibilities of making charges to 
cover the cost of certain government services 
now rendered free, including a reasonable share 
of the cost of providing specialized transporta- 
tion facilities, such as airways. We have already 
referred to his recommended unification of na- 
tional defense as a measure for economy and 
efficiency in the armed services. 


In calling for an extension of the Reconstruc- 
tion Finance Corporation beyond its June 30, 
1947 expiration date, the President recommends 
the repeal of “all powers not required for peace- 
time activities” and a reduction of $2.5 billion 
in its unused borrowing authority. But it should 
be possible to go a good deal farther than this. 
There is no reason why, with the present ample 
supply of credit, the RFC should be planning 
to lend next year hundreds of millions of dollars 
and to put its guarantees on some thousands of 
loans besides. To do so on the scale projected 
in the budget will not only use up the substantial 
proceeds from the liquidation of wartime activi- 
ties but involve a further drain on the tax- 
payers’ money. ; 

The momentum of programs which got their 
legislative start in past years is strikingly revealed 
by the President when he points out that even 
though no initial appropriations for any new 
flood control, navigation and reclamation proj- 
ects are contemplated, expenditures for these 
purposes will be on the rise through fiscal 1949. 
An uptrend in civil public works generally has 
been set in motion by past legislation, some: of 
it in anticipation of a postwar slump. The total 
figure (spread over a number of the functional 
classifications) is $1.7 billion for fiscal 1947 and 
$2.1 billion for fiscal 1948. This uptrend is some- 
thing that, in the President's words, “deserves 
careful consideration by the Congress.” 

All suggestions looking towards removal of 
legislative barriers to economy, or proposing 
new avenues of saving, should have the careful 
consideration of Congress. To be effective, how- 
ever, measures for economy must have the sup- 

rt of the voters back home. People must see 
the futility of railing at the Government for 
“reckless spending” while at the same time clam- 
oring for funds from the Treasury for pet 
projects of their own. What happened last Sum- 
mer when local pressures forced modification of 
a cutback ir the public works program is an ex- 
ample of how not to make progress in reducing 
government expenditures. 
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A Crucial Decision 


Paradoxically, while the President was striv- 
ing to cut down expenditures, he was talking at 
the same time of the need for expanding social 
security and for more federal spending in con- 
nection with education, health, housing, safe 
working conditions, and other measures of social 
welfare. In this conflict we see manifestations 
of the Administration’s dilemma of wanting to 
practice economy, yet of not wanting to give up 
the paternalistic ideas that have been prevalent 
in Washington as to government's role in looking 
after the individual. 


Admirable as the objectives are in themselves, 
two questions arise: first, to what extent are 
these federal rather than state and local respon- 
sibilities; and, second, where is the money com- 
ing from to pay for them along with national 
defense, veterans, public debt service and all the 
other things in the budget, without taxes that 
discourage the individual effort and creation of 
wealth —the real source of the welfare and 
progress of the people? 


Here we are, with the budget barely in bal- 
ance, at the highest level of national income ever 
reached, and this on the basis of a business boom 
resulting from huge deferred demand and ac- 
cumulated savings. It would be foolish to think 
that we can keep on going at this inflationary 
level. The two things we must do now are (1) 
to cut down government spending to a level 
somewhere near our prospective ability to pay, 
and (2) to try to reestablish conditions which 
will encourage and stimulate industry and enter- 
prise which are necessary to sustain production 
and distribution of goods at high leveis. 


This last means a system in which people who 
show energy, ability, and leadership have some 
prospect of reward for their efforts. The present 
tax system almost obliterates these rewards. 
It discourages extra effort and penalizes success 
all up and down the income scale, but especially 
in the higher surtax brackets where the Gov- 
ernment’s “take” runs from 50 per cent to nearly 
90 per cent of every extra dollar the individual 
earns. It is upon these higher incomes, affect- 
ing a large proportion of the people responsible 
for the management and growth of American 
business, that the chief impact of taxation dur- 
ing the war has been placed. 


Cutting expenses is one of the hardest things 
a Congress ever does; and Congress will act only 
if it hears from the people. pee now decisions 
are being worked out in Washington that will 
go far towards determining the kind of society 


and economy we are going to live in — whether 
people will be allowed to spend their own 
money or whether the Government will spend 
it for them. During the ’30s and the war period, 
the Government intervened in one area after 
another in our economic life. This big i 
assumes the continuance of this philosophy. 
With it goes a tax system so onerous that it be- 
comes in effect the instrument of socialization 
by which wealth is redistributed and those who 
rise above the crowd are cut back to the level 
of mediocrity. 

With the conclusion of the war, it is time we 
made an abrupt change in this philosophy. What 
we do about the present budget is a test of how 
clearly we see this problem and of America’s 
ability to resist the worldwide forces of govern- 
ment dictation and collectivism. 


State Government Finances 


The Census Bureau of the Department of 
Commerce in its report of December 1946 once 
again emphasizes the unusually prosperous con- 
dition of state governments. With few excep- 
tions, cash balances are at record levels. The 
same two influences which built up balances in 
the war period carried through 1946, namely 
(1) the continued high volume of tax collections, 
reflecting high levels of employment, produc- 
tion, and income and (2) the abnormally low rate 
of capital expenditure occasioned by the short- 
ages of labor, equipment and materials. Total 
balances in the general, highway, and postwar 
reserve funds of 28 states reporting were given 
as follows: 





(In Millions of Dollars) 
1943 1944 1945 1946 
Total $1,155 $1,677 $2,207 








749 894 927 
Highway funds 2838 348 446 
Postwar-reserve funds 128 434 834 

In the aggregate of these funds, New York 
State led at $501 million, with California a close 
second with $490 million. Illinois and Pennsyl- 
vania followed with $188 million and $181 mil- 
lion respectively. Accounting methods differ 
among states, so these balances, while of interest 
in their aggregate size, may not be strictly com- 
parable. 

The Census Bureau remarks that “to a con- 
siderable extent the accumulated balances in 
these three types of state funds represent the 
deferral of capital outlays — for equipment and 
for highway and other construction — costs 
necessarily postponed but in the long run sub- 
stantially unavoidable.” While this implies that 
accumulated funds will be drawn upon in the 
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period immediately ahead, it is obvious that 
state governments are now reaping the reward 
of guarding their surpluses so jealously through- 
out the war period. 

It is worthy of note that the above table for 
28 reporting states shows an accumulation of 
$2,207 million, just a shade under the $2,358 mil- 
lion gross indebtedness of all states. State gov- 
ernments now possess such a backlog of cash 
resources that they are well equipped to cope 
with the problems that lie immediately ahead. 


Inaugural Messages 


Of the 48 state legislatures, 44 are scheduled 
to meet this year. Many have already convened; 
others will meet later. While it is too early to 
give a broad cost analysis, the indications as to 
budget demands and revenue requirements fol- 
low a closely similar pattern. Governor Dewey, 
for example, might have spoken for many states 
when in his inaugural address of January 8th he 
said: 

The financial position of the State is the strongest in 
its history . . . We have greatly reduced our indebtdness 
. . . and accumulated a large surplus for postwar im- 
provements . . . We must hold our postwar fund readily 
available for construction and reconstruction purposes 
. . . We must not be deluded by our financial soundness 
today into excesses which could destroy our financial 
structure tomorrow. Our State is confronted with de- 
mands for new and increased appropriations . . . for 
social welfare and health . . . for mental hygiene .. . 
for veterans’ housing . . . for teachers’ salaries . . . for 
state employees . . . for pension benefits . . . for youth 
control, etc., . . . I will recommend that six different 
taxes carried as ‘emergency’ levies . . . be made a perma- 
nent part of our tax structure. 

The pattern ahead for New York State, as out- 
lined by Governor Dewey in the following quo- 
tation, might apply elsewhere, judging from 
many similar programs. 

At April 1, 1947, our state indebtedness will be reduced 
to some $360 million. But the state debt will be in- 
creased by $272 million for low-rent housing already au- 
thorized. If the people . . . approve the soldiers’ bonus 
this fall, debt will increase another $400 million. Our 
state debt may thus increase to more than $1,000 million. 
And now we are confronted by insistent demands that 
the State authorize still another $300 million to $500 
million for more permanent housing. 

While this rising debt outlook in New York is 
offset by a “postwar construction” fund ex- 
pected to exceed $600 million by March 31, 1947, 
nevertheless here and in all other states there 
has rarely been a greater challenge for sound 
judgment and prudent debt planning. The prob- 
lem of administrative bodies will be to use their 
borrowing power wisely and not to waste it. 
Debt programs should relate not to the common 
yardstick used in the past, but to the fact that 


with the termination of the costliest war in his- 
tory we have a burden never before approached 
in federal fixed debt and interest charges to be 
borne by each family for generations. New debt 
programs submitted for popular vote should be 
presented with emphasis upon the cost of repay- 
ment as well as the benefits to be derived. 


Soldiers’ Bonus Proposals 


The November elections resulted in the ap- 
proval of all state soldiers’ bonus programs sub- 
mitted. Up to that time California, Oregon, New 
Hampshire and Vermont had taken positive ac- 
tion on veterans’ aid, but amounts were either 
covered by offsetting funds or placed on a self- 
liquidating basis. On the other hand, Maine 
voters earlier in 1946 had rejected a $16 million 
bonus payment by a 2-to-1 vote, and legislatures 
in Missouri, Louisiana and Indiana sidetracked 
pending bills. The background six months ago 
therefore seemed to indicate a hesitancy to favor 
large outright grants apparently in the belief 
that the Federal Government with the generous 
considerations embodied in the G. I. bill of 
rights had given veterans an abundant program 
of economic protection and education. 

Last November's election completely altered 
any such surmise, for instead of hesitancy, voters 
expressed a high degree of willingness to ap- 
prove state payments. The five proposals sub- 
mitted were approved with substantial majori- 
ties: 

















California $100,000,000 
Illinois 885,000,000 
Michigan .... 270,000,000 
Rhode Island 20,000,000 
Texas 25,000,000 

$800,000,000 


Convening legislatures are now greatly quick- 
ening the tempo, for scarcely a week passes with- 
out some new bonus bill being thrown into the 
hopper. The Daily Bond Buyer in its issue of 
January 29 gave a tabulation, reproduced on the 
opposite page, of pending financing, proposed 
bills and tabled items other than the states men- 
tioned above. 

With less than half the states reporting, the 
total enumerated exceeds gross indebtedness of 
all states by 55 per cent. The parade has by no 
means ended, for in other states commissions are 
being appointed or the governor has committed 
himself to a bonus payment. These proposals 
have yet to run the gauntlet of committees, legis- 
lative action and public referendum, and may 
emerge in reduced amounts, but if they are ap- 
proved the record of World War I, with 22 states 
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State Millions of Dollars Status 
Colorado Indefinite Bill will be introduced 
50 


Connecticut Bill introduced in 1947 legislature 
Georgia 50 Bill introduced in 1947 legislature 
Indiana 40 1945 legislature sidetracked bill 
Iowa 90 Bill introduced in 1947 legislature 
Louisiana 80 Killed by House of Representatives, 1946 
Maine 16 Defeated 1946 election 

Maryland Indefinite Commission appointed to consider 
Massachusetts 170-180 Authorized in 1945 and 1946 
Minnesota 45 For consideration 1947 legislature 
Missouri 100 Bill introduced in 1947 legislature 
New Jersey 100-200 To be considered in 1947 

New York 400 Probably to be on 1947 ballot 

Ohio 825-500 Bills introduced in 1947 legislature 


Pennsylvania 400° Proposed by various veterans’ groups 
South Dakota 20-30 Bill introduced in 1947 legislature 





Texas 800-500 Bill introduced in 1947 legislature 
Washington 100 Bill introduced in 1947 legislature 
Total maximum 2,781 

Add 800 Approved in 1946 

Add 67 Approved prior to 1946 





Grand Total 8,648 
*Added 1/30/47 








borrowing $453 million, pales in comparison with 
what may lie ahead. 

Many states have planned postwar construc- 
tion programs. Our Monthly Letter of February 
1946 mentioned that the plans for 26 states 
totaled $2,394 million, of which all but $376 
million was covered by cash on hand or revenues 
anticipated by the end of construction. While 
this was a bright picture, materials and labor 
were then so acutely short that many pressing 


programs were tabled or postponed. Now that 
the situation is improving, it seems obvious that 
action will be taken, for recent inaugural ad- 
dresses are uniform in the demand for highway 
construction, low-cost housing, mental and penal 
institutions and the like. The use of state bor- 
rowing power for bonus payments could con- 
ceivably retard necessary capital improvements. 


The Federal Government's broad program 
should be considered in judging the need for 
state bonus payments. The G. I. bill of rights 
was formulated without consideration of the 
amounts that state governments might ultimately 
pay. Its scope was much broader than the com- 
bined assistance of the federal and state gov- 
ernments after World War I. In view of the 
already liberal federal provisions for grants and 
aid to veterans, running already to more than 
$7 billion annually, large state bonus proposals 
call for serious reflection by voters and taxpayers 
as to ultimate costs and the new taxes by which 
they would be financed. The suggestion by Gov- 
ernor Dewey that special taxes be levied to re- 
tire bonus bonds has the virtue both of provid- 
ing a specific program of repayment and making 
clear to the public the increased burden of over- 
all taxes that would be involved for years to 
come. 
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